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An AICPA publication for the local firm

HOW TO SELECT A FIRM TO PERFORM YOUR REVIEW
If your firm is planning its initial peer or quality
review, you are probably wondering who should
perform it. There are a number of alternatives avail
able, including a review by a team
□ Appointed by the AICPA or a participating state
CPA society (a committee-appointed review
team or "CART").
□ From another member firm (a “firm-on-firm”
review).
□ Formed by an authorized association to which
your firm belongs (an “association” review).
To have another firm perform your review, you
must first understand the qualifications that a firm
and its review team must possess. Then you must
select a suitable firm that meets these criteria.

Qualifications of firms and review team members
Your firm is responsible for determining that the
reviewers you engage meet the basic qualifications
set forth in the standards governing the program
under which your review will be performed. This
reference check is necessary to avoid questions later
about the conduct of the review or the qualifications
of the team members.
Generally, the standards require that a reviewer
must be a member of the AICPA, be licensed to
practice as a certified public accountant, possess
current knowledge of professional standards and
the industries in which the reviewed firm practices,
and be a partner or manager in a firm enrolled in an
approved practice-monitoring program with at
least five years of experience in the accounting or
auditing function. Additional qualifications are set
forth in the standards governing the peer review and
quality review programs. (See pages 2-10 and 2-11
of the PCPS Peer Review Manual and SECPS Manual,
and paragraphs 17 through 21 of the Standards for
Performing and Reporting on Quality Reviews.)

Identifying firms to perform your review
The first step in the process is to identify some firms

you would like to have perform your review, and
then to investigate their backgrounds, suitability,
and experience. If you do not know any such firms,
your state CPA society can supply you with a list of
candidates located in the geographic area you spec
ify that are interested in performing reviews of other
firms. Also, the private companies practice section
(PCPS) executive committee publishes an annual
Firm-on-Firm Directory. The 1989 directory can be
obtained free of charge from the AICPA order
department (product number G005169).
Background of the firm
To make sure you select a qualified review team, it is
necessary to check the backgrounds of firms identi
fied as possible candidates. You may ask them to
mail you pertinent information, including copies of
their most recent peer or quality review reports,
letters of comment, and letters of response. You
might also request resumes of the partners and
managers who do reviews, as well as detailed infor
mation about the types of clients the firms serve.
You should determine whether the firm received
an unqualified opinion on its own most recent
review. If your firm (the “reviewed firm") is a mem
ber of the SEC practice section (SECPS) of the divi
sion for CPA firms, the most recent peer review of
the selected firm should have been performed in
accordance with the SECPS peer review standards
and accepted by the SECPS peer review committee.
If your firm is a member of the PCPS only, the most
recent peer review of the selected firm should have
(Continued on page 6)
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Finding the Right Firm Administrator
Based on experience, many firms know that finding
the right firm administrator is no easy task. Prob
lems arise due to lack of understanding. Admin
istrator is a generic term, just as accountant is.
There are skill classifications for administrators,
just as there are for accountants: entry-level juniors,
juniors, semi-seniors, seniors, supervisors, and
managers. No one would hire a junior for a super
visor position, no matter what the profession. The
problems arise because most partners are not as
familiar with the various administrator levels as
they are with the classifications in their own profes
sion. Let me give you a brief overview of typical
titles and responsibilities.
□ Office manager. Assumes responsibility for the
orientation, training, and efficient operation of
clerical support staff. Distributes clerical work
and reviews it for quality and consistency. Pre
pares performance evaluations and monitors
the performance of all clerical support staff.
The office manager is not involved in deter
mining salary increases and does not hire or
discharge clerical support staff without supervisor/partner approval. Usually, this position is
filled by someone who has prior secretarial
experience and good organizational and per
sonnel skills. Salary level is just above execu
tive secretary requirements.
□ Supervisor of administrative services. In addi
tion to those above, responsibilities include use
of appropriate management controls, such as
daily cash report, and time and billing analysis
and control. The administrative services super
visor conducts all performance evaluations and
proposes salary increases for clerical support
staff, and monitors and maintains the atten
dance records of all employees. Other duties
include monitoring firm CPE requirements
and purchasing supplies.
□ Firm administrator. Responsibilities include all
of those just mentioned, plus coordinating mar
keting activities, scheduling accounting and
auditing staff, maintaining firm insurance

needs, and acting as facilities manager. The
firm administrator supervises all admin
istrative support staff, including the firm book
keeper.
□ Director of administration. Works closely with
all partners but reports to the managing part
ner. Attends all firm meetings including part
ner meetings and assists in agenda develop
ment for partner meetings. Sees to the day-today firm operations and makes sure executive
committee decisions are implemented.
The director of administration is involved in
recruiting for all levels, including accountants,
and is responsible for coordinating the perfor
mance evaluations of all employees. Often, as a
firm grows, it is necessary to develop other
administrative positions that report to the
director of administration. These might
include marketing coordinator, human
resources coordinator, and controller.
Even from these brief descriptions, we can see
that someone who functions as office manager may
not perform effectively as director of administra
tion. The partners must decide what level of admin
istrator is appropriate for their firm, a job descrip
tion should be created, and the managing partner
should be involved in the interview process. Know
ing what you need and hiring the right person for the
job can help your administrator succeed. □
—by Anne Johnson Hampton, A. J. Hampton Con
sultants, 8 Bramble Lane, P.O. Matawan, New Jersey
07747, tel. (201) 583-3777

Editor’s note: For other ideas on employing a profes
sional firm administrator, readers might like to refer to
the following Practicing CPA articles: “The Need for
and Function of an Office Manager,” December 1981;
“The Professional Firm Administrator,” July 1984;
“The Role of the Firm Administrator,” August 1984;
“The Firm Administrator—Your Practice’s Most
Important Staff Member,” July 1985; “The Firm
Administrator’s Role in Recruiting,” June 1986;
“Should Firm Administrators Be Chargeable?,’’
October 1988; “Hiring a Firm Administrator—One
Firm’s Experience,” January 1989.
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Highlights of Recent Pronouncements

□
FASB Statement of Financial
Accounting Standards

No. 102 (February 1989), Statement of Cash Flows—
Exemption of Certain Enterprises and Classification
of Cash Flows from Certain Securities Acquired for
Resale
□ Amends FASB Statement no. 95, Statement of
Cash Flows, to exempt the following from the
requirement to provide a statement of cash
flows:
1) Defined benefit pension plans covered by
FASB Statement no. 35, Accounting and
Reporting by Defined Benefit Pension Plans,
and certain other employee benefit plans.
2) Highly liquid investment companies that
meet specified conditions.
□ Requires that cash receipts and cash payments
resulting from acquisitions and sales of the fol
lowing be classified as operating cash flows in a
statement of cash flows:
1) Securities and other assets that are acquired
specifically for resale and are carried at mar
ket value in a trading account.
2) Loans that are acquired specifically for
resale and are carried at market value or the
lower of cost or market value.
□ Effective for financial statements issued after
February 28, 1989, with earlier application
encouraged.

Statements of the Governmental
Accounting Standards Board

No. 9 (September 1989), Reporting Cash Flows of
Proprietary and Nonexpendable Trust Funds and Gov
ernmental Entities That Use Proprietary Fund
Accounting
□ Establishes Standards for cash flow reporting.
□ Requires a statement of cash flows (instead of a
statement of changes in financial position) as
part of a full set of financial statements for all
proprietary and nonexpendable trust funds
and governmental entities that use proprietary
fund accounting.
□ Exempts public employee retirement systems
and pension trust funds from the requirement

□

□

□

□

□

to present either a statement of cash flows or a
statement of changes in financial position.
Supersedes the June 15, 1987, GASB Codifica
tion of Governmental Accounting and Financial
Reporting Standards, Section 2200, “Compre
hensive Annual Financial Report," paragraph
.106, and related requirements in that section,
in section 2600, “Reporting Entity and Compo
nent Unit Presentation and Disclosure," and in
section Pe5, “Pension Funds—Accounting."
Requires that a statement of cash flows classify
cash receipts and payments according to
whether they stem from operating, noncapital
financing, capital and related financing, or
investing activities, and provides definitions of
each category.
Encourages governmental enterprises to
report cash flows from operating activities
directly by showing major classes of operating
cash receipts and payments (the direct
method).
Requires, if direct method is used, a reconcilia
tion of operating income to net cash flow from
operating activities.
Requires information about investing, capital,
and financing activities not resulting in cash
receipts or payments in the period to be pro
vided separately.
Effective for annual financial statements for
fiscal years beginning after December 15,1989.
Restatement of financial statements for earlier
years provided for comparative purposes is
encouraged but not required.

Statements on Auditing Standards

No. 63 (April 1989), Compliance Auditing Applicable
to Governmental Entities and Other Recipients of
Governmental Financial Assistance
□ Establishes standards with respect to testing
and reporting on compliance with laws and
regulations in engagements under generally
accepted auditing standards, Government
Auditing Standards, and the Single Audit Act of
1984.
□ Provides guidance on applying the provisions
of SAS no. 53, The Auditor’s Responsibility to
Detect and Report Errors and Irregularities, and
SAS no. 54, Illegal Acts by Clients, relative to
detecting misstatements resulting from illegal
acts related to certain laws and regulations.
□ Provides guidance on reporting on compliance
with laws and regulations and on the internal
Practicing CPA, February 1990
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control structure in audits conducted in accor
dance with Government Auditing Standards.
□ Provides guidance for testing and reporting on
compliance with certain laws and regulations
applicable to federal financial assistance pro
grams in audits conducted in accordance with
the federal Single Audit Act of 1984.
□ Provides guidance for establishing an under
standing with management regarding the type
of engagement when engaged to test and report
on compliance with other laws and regulations
in connection with an audit of a governmental
entity’s financial statements.
□ Effective, unless otherwise indicated, for audits
of financial statements and of compliance with
laws and regulations for fiscal periods begin
ning on or after January 1, 1989. Earlier
application is permissible.

No. 62 (April 1989), Special Reports
□ Prescribes a new special report form that paral
lels the form of the auditor's standard report in
SAS no. 58, Reports on Audited Financial State
ments.
□ Requires the auditors special report to state
that the financial statements were prepared in
conformity with a comprehensive basis of
accounting other than generally accepted
accounting principles (GAAP).
□ Clarifies that there is no requirement to
describe in the auditors special report how the
presentation differs from a presentation in con
formity with GAAP.
□
Supersedes SAS no. 14, Special Reports.
□ Effective for special reports dated on or after
July 1,1989. Earlier application is permissible.

Quality Review

Standards for Performing and Reporting on Quality
Reviews (March 1989)
□ Provides the standards for performing and
reporting on all reviews conducted under the
AICPA quality review program.
□ Applicable to firms enrolled in the AICPA
quality review program, to individuals and
firms who perform and report on such reviews,
to state CPA societies that participate in the
administration of the program, to associations
of CPA firms that assist their members in
arranging and carrying out quality reviews,
and to the AICPA Quality Review Division.
Practicing CPA, February 1990

Information for Members

Technical information

The primary responsibility of the twelve peo
ple who staff the Institutes technical informa
tion service is to answer members questions
on technical matters. They receive some 48,000
inquiries per year on accounting principles,
financial statement presentation, auditing and
reporting standards, and certain aspects of
professional practice, excluding tax and legal
matters. If you would like some assistance, we
encourage you to call toll-free: United States,
(800) 223-4158; New York State, (800)
522-5430.
Library services
The AICPA library’s staff can offer assistance
on a broad range of business topics. AICPA
members anywhere in the U.S. may borrow
from the library’s extensive collection. For
assistance, just call these toll-free numbers:
United States, (800) 223-4155; New York State,
(800) 522-5434.

Please note that toll-free calls
cannot be transferred to
other Institute departments.

Total On-Line Tax and Accounting
Library (TOTAL)
NAARS accounting and financial data library
Subscribers have access to different types of
files in the Institute’s NAARS library. These are
corporate and local governmental annual
reports, including financial statements, foot
notes, auditors’ opinions, and all current and
superseded authoritative and semi-authori
tative literature from the AICPA, FASB, GASB,
and SEC. TOTAL subscribers can also access
tax and other information. For further infor
mation, just call Hal Clark: (212) 575-6393.
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Program Set for PCPS Conference

The private companies practice section (PCPS) of
the AICPA division for CPA firms will hold its
twelfth annual gathering for local firm partners on
May 6-9 at the Hyatt Regency Grand Cypress in
Orlando, Florida. This is an ideal opportunity to
take a well-deserved spring break, to enjoy the
attractions of the Orlando area, to join friends at the
PCPS receptions, and to participate in practical
technical and practice management sessions.
Program highlights include:
Accounting and auditing
□ Not-for-profits and the new OMB Circular
A-133
□
Applying SAS no. 63 in compliance auditing
□
Accounting standards update
□ Using SAS no. 55 and its guide in your practice
□ Governmental accounting and auditing update
□ Auditing in the small computer environment
□ What you should know about qualified retire
ment plans
□ Using SAS no. 62 (OCBOA) to benefit your cli
ents
□
Solving accounting and auditing problems

Practice management and client services
□ Personnel: new directions and familiar prob
lems
□
Dealing with businesses in financial difficulty
□
The care and training of a partner
□
Achieving excellence in client service
□ Business advisory services—a growth strategy
for the 1990s
□ A CPA’s day in court: litigation support services
□ Personal financial planning for the highincome taxpayer
□
Staff retention
□
Avoiding the pitfalls of legal liability
□
Getting ready for your peer review
□
An update for experienced peer reviewers
Computer and hands-on micro sessions
□ Accountants trial balance (ATB) and consol
idations
□ Accountants trial balance and financial state
ments
□ Audit program (APG) and engagement man
ager (EM)
□
Experience the CPA firm of the 1990s
□
Auditing in the small computer environment
The conference registration fee is $450, and CPE
credit is 15 to 23 hours, depending on the number of
optional, afternoon sessions attended. For those
interested in peer and quality reviews, PCPS offers
two post-conference courses starting Wednesday

afternoon (May 9): a half-day course, “Nuts and
Bolts of the Review Process,” and a new two-day
course, "How to Conduct a Review under an AICPA
Practice Monitoring Program.” Both require sepa
rate registrations. For more information, contact
the AICPA meetings department, (212)
575-6451. □
Three New MAS Publications Available

The AICPA MAS division has issued the follow
ing publications:
□ Conversion to a Microcomputer-Based
Accounting System, a new practice aid in
the technical consulting series, describes
a process for converting a small-business
clients manual accounting method to a
computer-based accounting system.
Containing sample engagement letters,
work plans, and checklists, the practice
aid provides guidance on many aspects of
evaluating the clients current manual
system, selecting software and hardware,
and implementing the automated system.
The product no. is 055126 and the cost is
$7.80, $9.75 to nonmembers.
□ Assisting Professional Clients in Pricing
Services Using Budgeting Techniques, a
new practice aid in the small-business
consulting series, provides guidance to
practitioners who help professional cli
ents, such as doctors and lawyers, deter
mine and evaluate billing rates for timerelated services based on targeted profits.
Containing an illustrative case study,
the practice aid suggests ideas on gather
ing essential information concerning the
clients profit goals, costs, expenses, and
staffing, evaluating the clients current
billing process and rates, and designing
and implementing new billing rates.
The product no. is 055376 and the cost is
$7.80, $9.75 to nonmembers.
□ Indexes for the MAS Publications helps
readers locate material in any of the
thirty-two MAS standards, practice aids,
and special reports issued between 1981
and 1988. Updates will be issued
periodically.
The product no. is 055950 and the cost is
$6.40, $8.00 to nonmembers.
To purchase these and other publications
cited in the indexes, call the AICPA order
department: (800) 334-6961 [in New York
State, (800) 248-0445].

Practicing CPA, February 1990
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How to Select a Firm (Continued from page 1)

been performed under the auspices of either the
SECPS or the PCPS peer review committees. If your
firm is enrolled in the quality review program, the
selected firm need not have been reviewed or have
received an unqualified opinion until January 1,
1992. If the team captains firm has had a quality
review or a peer review before that date, however,
the report on the review must be unqualified.
You will also want to check the letters of comment
and the responses of the candidate firms. These doc
uments often reveal a great deal about a firm's
quality.
You might also compare the type and size of the
teams practice unit to your own practice, because
these characteristics may have an effect on the
reviews efficiency and effectiveness. A reviewer
from a slightly larger firm (or one who has been
with a larger firm, for example) may be helpful in
providing insights into problems you may encoun
ter as your practice grows.
Experience of the review team
The next step in the selection process is to learn
about the experiences of the firms you have identi
fied. You should, of course, consider whether each
firm has the necessary experience in your special
practice areas and in your clients industries. If your
primary clients are construction contractors, for
example, you do not want the reviewing firm to send

AICPA Fifth Annual National
Marketing Conference
The AICPA will hold its fifth annual National
Marketing Conference on June 6-8 at the Sher
aton Grande Torrey Pines in La Jolla, California.
The conference opens with a forum-style ses
sion which addresses critical marketing issues
facing firms today. Of special interest to man
aging partners and marketing directors, it is
an opportunity to hear differing opinions.
Topics at the general sessions include
developing a product line and developing sell
ing techniques. Concurrent sessions will fea
ture discussions on what progressive firms are
doing, how to hire a marketing director,
obtaining referrals and marketing to prospec
tive clients, the managing partner as market
ing director, how to measure marketing perfor
mance, and how to market using a database.
For further information, contact the AICPA
industry and practice management division,
(212) 575-3814.

Practicing CPA, February 1990

a banking expert. If you have SEC clients or clients
in a specialized industry, or if you perform work in
accordance with government auditing standards,
you should make sure that the candidates have expe
rience in these areas.
You should identify the people assigned to the
review team and inquire about their review experi
ence. It is important to check the qualifications of
the specific individuals rather than just relying on
the firms general reputation. You also need to deter
mine whether the team captain has attended an
approved reviewers' training course since 1985.
You may want to ask each firm for references from
firms the size of your practice that they have
reviewed. Call these other firms to discuss their
experiences, and ask whether they received helpful
insights from their reviewers and whether they con
sidered the reviewers to be knowledgeable, efficient,
and fair. Many firms consider an informal exchange
of ideas to be a major benefit of a review. So inquire
whether the candidates were helpful in sharing
ideas from their own practices.

Fees
After you have determined that a firm is qualified,
you should discuss the fee you will be charged. If the
review is to be on a fixed-fee basis, determine if there
are any contingencies. If it is to be on an hourly
basis, obtain a budget reflecting the rates that will
be charged.
To enable the reviewers to provide you with an
accurate budget, you will need to give them suffi
cient information about your firm. This information
includes copies of your prior peer or quality review
report and letter of comments, and your response to
the matters discussed in those documents; a copy of
the report on your most recent inspection; informa
tion on the size and location of your offices; informa
tion on the number of accounting and auditing
hours and the size and industries of the firm’s five
largest audit clients; and information regarding any
SEC clients or Single Audit Act engagements.
A checklist of factors to be considered in selecting
a firm to perform your review can be found in the
exhibit on the facing page. In addition, if you have
any further questions about selecting a firm to per
form your review, just call the AICPA quality review
division: (212) 575-6650. □
—by Gerald H. Banwart, CPA, Heinold-Banwart,
Ltd., 2400 North Main, East Peoria, Illinois 61611, and
Dale E. Rafal, CPA, AICPA, New York

Editor’s note: Mr. Banwart is a member of the AICPA
quality review executive committee and Ms. Rafal is
vice president-quality review at the Institute.
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EXHIBIT

AICPA Division for CPA Firms
Checklist for Selecting a Reviewing Firm
Firm 1

Firm 2

Firm 3

1. Identify one or more firms that you might want to
perform your review. (For assistance, you may
wish to contact your state CPA society.)

2. Obtain general information or background con
cerning the firms in 1 above.
3. If possible, review the report and letter of com
ments on the most recent reviews of the firms
being considered and their response to the mat
ters discussed in those documents. Assess:
a. Whether the firm received an unqualified report
as required under the applicable standards.
b. The possible relationship of the matters con
tained in the letter of comments to your quality
control system.
4. Identify those individuals who would serve on the
review team and evaluate whether they possess
the prerequisite qualifications.
a. Determine whether the proposed review team
has experience in the industries that comprise
your practice.
b. Determine whether the individual designated
as the review team captain:
i) Is a partner.
ii) Has attended an approved reviewer’s train
ing course after 1985.
c. Determine whether the individuals designated
as team members are either managers or part
ners active in accounting and auditing.
d. Determine whether someone on the proposed
review team has the proper level of experience
in SEC matters, if your firm has an SEC client.

--- _

—

—

—

—

—

—

—

—

—

—

----- —

5. Ask each firm for the names of firms your size that
the individuals identified in 4 have reviewed.
6. Call the firms identified in 5 above and discuss
whether:
a. The firms received useful suggestions from the
reviewers.
b. The firms considered the reviewers to be fair,
knowledgeable, and efficient.
c. The firms would recommend the reviewers and
were satisfied with their review.

7. Obtain a fee estimate.
8. Set the dates of the review.

—

—

—......

9. Obtain the engagement letter.

—

—

—

Practicing CPA, February 1990
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Community Service:
On Being Intelligently Selfish

"Duty, obligation, an opportunity to give something
in return,” are words and expressions sometimes
offered as reasons to perform community service. It
should not be so.
Community service should be fun. If it's right for
us, we should get a good feeling from the effort. If it's
not fun, we should avoid the tasks. Often, fellow dogooders waste our time directing us to perform
charitable accounting work that is way below our
level of competency. Or, we sell light bulbs and
bumper stickers to earn a small profit. If peddling is
not enjoyable, why not work an extra hour at stan
dard rate and contribute the amount? That saves
bothering people.
I have pondered that if there were a do-gooder
Czar in charge of all CPAs—a Czar with managerial
instincts—he would probably tell us to do charita
ble work in our own fields. “The shoemaker should
tend to his lasts," he would say. We CPAs see people
who want to be charitable and to be recognized.
Further, they want the government to participate in
the cost of the gift by way of a tax reduction. A
perfect setting for the CPA to be of service.
CPAs are in the catbird seat to observe what goes
on. We see community needs and we see resources
(people) capable of meeting such needs. Our best
service might be giving these observations some
thought and siccing the neighborhood networking

American Institute of Certified Public Accountants, Inc.
1211 Avenue of the Americas
New York, N.Y. 10036

cadre to bring the two groups to confrontation.
My observation is that most practitioners are not
necessarily good managers. Perhaps it is because we
are trained to be individual contributors in our
work efforts. As with any generalization, it is vulner
able. An individual CPA may well have management
skills. Charitable organizations especially covet
managers with financial acumen. The ability to run
a meeting is a rare talent. Personnel skills are para
mount here, and much of this talent can be
developed if one has an interest. Interest to me
means—well, I go back to it again—fun. It provides
a break from what we do most of the time. A diver
sion that will add to our personal development and
to our resource skills.
I guess what I have been saying is that community
service works best when we work smart (play?) at it.
Other things happen. People point us out as some
one who cares: "a knowledgeable person of varied
interest." It is good for our practices. "A quality
person," might be a typical observation.
Philosophers tell us that happy people are those
who perform, who do something worthwhile; those
who achieve. Perhaps it is a spiritual thing. It has to
be fun for you or else something is amiss. The point I
am making about community service is do it, but do
it for yourself. □

—by E. Kenneth Whitney, CPA, Anderson & Whitney,
P.C., Greeley National Plaza, Suite 760, Greeley, Color
ado 80631
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